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by others, or for services pertaining to
toll traffic, operator assistance, or
switching. For purposes of this part
1773, the following contracts shall be
deemed as requiring RUS approval:

(A) Any contract, agreement or lease
between the borrower and an affiliate
other than as allowed under 7 CFR part
1744, subpart E;

(B) Any lease of a building or land;
and

(C) Any other contract as defined in
§ 1773.34 (e)(2)(i) except:

(1) Industry standard traffic settle-
ment agreements involving inter-
exchange and long distance carriers
which, in form and substance, conform
with contracts in general use in the
telecommunications industry;

(2) Billing and collecting agreements;
(3) Toll pooling arrangements involv-

ing National Exchange Carrier Associa-
tion and state associations;

(4) Directory services agreements;
and

(5) Joint use agreements;
(ii) The requirement for funds to be

deposited in banks or other deposi-
tories designated in the loan docu-
ments or approved by RUS. For pur-
poses of this part 1773, funds shall be
defined as cash on deposit in demand
and time accounts, and certificates of
deposit; and

(iii) The requirement for a borrower
to prepare and furnish mortgagees an-
nual financial and statistical reports
on the borrower’s financial condition
and operations. The CPA must state
whether the information represented
by the borrower as having been submit-
ted to RUS in its most recent Decem-
ber 31 RUS Form 479 is in agreement
with the borrower’s audited records,
and must comment on any exceptions
noted. If the borrower represents that
an amended report has been filed as of
December 31, the comments must re-
late to the amended report;

(f) Related party transactions. State
whether all material related party
transactions have been disclosed in the
notes to the financial statements in ac-
cordance with SFAS No. 57, entitled
‘‘Related Party Disclosures’’. If the
audit did not disclose any related party
transactions considered to be material,
either individually or in the aggregate,
so state;

(g) Depreciation rates. For electric
borrowers, comment when the depre-
ciation rates used in computing month-
ly accruals are not in compliance with
RUS requirements (See RUS Bulletin
183–1, Depreciation Rates and Proce-
dures), which require the use of depre-
ciation rates that are within the
ranges established by RUS for each pri-
mary plant account, or with the re-
quirements of the State regulatory
body having jurisdiction over the bor-
rower’s depreciation rates; and

(h) Deferred debits and deferred credits.
For electric borrowers, provide a de-
tailed analysis of the totals reported as
deferred debits and deferred credits, in-
cluding, but not limited to, margin sta-
bilization plans, revenue deferral plans,
and expense deferrals. The CPA must
state whether RUS has approved, in
writing, each regulatory asset and li-
ability.

[56 FR 63360, Dec. 3, 1991, as amended at 59
FR 659, Jan. 6, 1994; 61 FR 108, Jan. 3, 1996]

§§ 1773.35—1773.37 [Reserved]

Subpart E—RUS Required Audit
Procedures and Documentation

§ 1773.38 Scope of engagement.

(a) RUS requires that the audit pro-
cedures set forth in §§ 1773.39 through
1773.45 be performed annually by the
CPA during the audit of the RUS bor-
rowers’ financial statements, which
audit procedures may be in addition to
the conduct of a GAGAS audit.

(b) The CPA must exercise profes-
sional judgment in determining wheth-
er any auditing procedures in addition
to those mandated by GAGAS or this
part should be performed in order to af-
ford a reasonable basis for rendering
the auditor’s report, report on compli-
ance, report on internal controls, and
management letter.

§ 1773.39 Utility plant and accumu-
lated depreciation.

(a) General. The audit of these ac-
counts must include tests of additions,
replacements, retirements, and
changes. Based upon the CPA’s deter-
mination of materiality, an appro-
priate sample of transactions must be
selected for testing. The CPA’s
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